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he increase in unemployment in the USA, Japan nd the EC countries during the period 1973 -1983 is an inadequate indicator of labour market trends in these countries, for trends in employment exhibited distinct differences (cf. Table 1 and Figure 1 ). In the USA the number of people gainfully employed -wage or salary-earning employees, self-employed and assisting family members -grew by 15.77 million during the period concerned; this is equivalent to an average annual increase of 1.7 %. In Japan, too, there was an increase of 0.9 % p.a. on average. The mean level of gainful employment in the EC countries, on the other hand, declined slightly. However there were again significant differences between individual countries. In Italy, for example, there was a clear growth in the number of gainfully employed, and in France a slight one, whereas in the United Kingdom, and to a still greater extent in West Germany, employment declined.
In sectoral terms, too, clear differences in employment trends were apparent. The number of people gainfully employed in industry, for example, still showed a slight increase in the USA and Japan, whereas in the EC countries there were decreases of varied magnitudes. In the service sector, with the caveat that comparison is made extremely difficult due to delineation problems, 2 the number of gainfully employed grew in all three regions. Differences lay, however, in the intensity of the increase and in the significance of the state in the role of "job creator". The percentage increase in employment in services was stronger in the USA than in Japan and the EC; in fact it was three times as high as in West Germany, which brings up the rear. Moreover, approximately two-thirds of all the newly-created jobs for wage and salary earners in * HWWA-Institut fer Wirtschaftsforschung-Hamburg.
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the West German service sector were in education, health care and municipal services. In the USA, by contrast, these took up less than one-third.
If in many countries trends in employment led in themselves to difficulties in the labour market, these were further aggravated by developments on the supply side. The number of people eligible for work rose everywhere to varying degrees between 1973 and 1983 . By far the strongest percentage increase occurred in the USA, where unemployment therefore rose despite the availability of many more jobs. In comparison to this, the increase in the supply of labour was distinctly weaker in countries such as West Germany. The increase in labour supply had two essential causes, the first being demographic developments and the second being income-earning behaviour. In all countries, as a result of the "baby boom" in the 1950's and 1960's, the population of working age has clearly increased. A further considerable increase in the potential labour force in the USA has been caused by a substantially higher participation by women. This also increased slightly in Japan and Italy. In the other EC countries, however, the underlying trend was decreasing.
Because the USA, Japan and the EC countries are all fundamentally market economy-oriented, one can assume that the basic determinants of employment were the same for all of them. In seeking reasons for the differences in employment trends, therefore, one has to 
Growth and the Growth Process
Growth in the USA, Japan and the EC countries exhibited a great deal in common during the period 1973-83. In all of the countries, it was distinctly weaker than it had been in the 1960's, and the pace of growth in most countries did not differ greatly from that in the others. The growth in real gross domestic product in the USA, at 1.9 % p.a., was hardly above the rate of 1.7 % p.a. in the EC. The one exception here was Japan where, despite an equally distinct slowdown in its growth rate, it still remained virtually twice as high as in the USA or EC. At least the differences in employment trends between the USA and the EC, then, cannot be explained by differences in growth rates in the economy as a whole.
A reason for differences in employment trends is sought from time to time in a different structuring of the process of growth. It is claimed that countries where the proportion of economic activity taken up by services is high and/or strongly increasing, e.g. the USA, have more "labour intensive" growth than countries where the service share is lower and/or increasing more gradually. The underlying argument here is that both the level of, and the growth in, productivity are generally lower in the service sector than in industry.
Yet this does not provide an explanation for the differences in employment trends between the USA, Japan and the EC countries. In most countries the level of productivity measured in terms of real gross valueadded per employee is in total hardly lower in the service sector (including the public sector) than in industry; in fact, productivity rates in Japan and West Germany were actually above those in industry. Also, in the USA in particular the rates of productivity growth were not much lower than in industry and in West Germany were in fact higher. Even in service branches with below-average productivity levels and/or productivity growth -e.g. wholesaling and retailing, or catering -growth in the USA was generally no stronger, and in fact was often weaker, than elsewhere.
However, a point to be borne in mind here is that there are substantial problems in defining the service sector and the individual branches within it, and that these impair the meaningfulness of international comparisons. Furthermore, in this sector above all productivity is an extremely difficult quantity to measure. 3 Determining output, or value-added, gives rise to major difficulties, and these are only added to by more problems in adjusting for inflation. Equally, it is questionable whether the level of productivity can be adequately ascertained with the usual measure, namely real gross value-added per employee.
Another hypothesis which boils down to a matter of differences in the structure of growth processesnamely to a disproportionately large growth in private consumption of services -is that the increase in employment in the USA is primarily attributable to the strong increase in both resident and working populations as well as the greater number of women in work." The underlying assumption in this case is that there is a relatively close functional relationship between trends in population and/or in employment behaviour on the one hand and the consumption of services on the other. There are two factors in particular which tend to refute such a close relationship: one is the dependence of private consumption on income levelsapart from population trends a significant determinant is real per capita income-and the other is the influence of relative prices on the structure of consumption. Nor does this hypothesis find any empirical confirmation. Consumption of services in the USA between 1973 and 1983 on average rose only slightly more strongly than, say, in West Germany or Italy, and indeed rose less strongly than in Japan or France. However, here again comparison is rendered difficult by definitional problems.
Wage-Cost Pressures and Relative Factor Costs
Movements in wage levels -or rather, in real wage levels -are said to be extremely significant with regard to employment trends, and the neo-Classicists are not alone in asserting this. 5 In this respect marked differences are apparent between the USA, Japan and the EC countries during the period under review. To illustrate, whereas real wages 6 in the USA rose by an average of just 0.5 % p.a., in the EC countries they increased three or four times as much. The largest real wage increases, though, occurred in Japan.
Yet trends in real wages do not in themselves tell us anything about the effect of wages on employment; in addition, productivity developments need to be taken into account. Real wage rises cannot be expected to adversely affect employment levels until such time as they exceed the increase in productivity -or, put more precisely, the "employment-neutral" increase in productivity. "Employment-neutral" is taken as referring to the advance in productivity which would have resulted if the ratio of factor inputs had remained unchanged; this is based on the assumption that the substitution of capital for labour is primarily dependent on the development of labour costs. An approach towards ascertaining the advance in productivity which would be "employment-neutral" can be made by adjusting the statistically measured productivity gain to purge it of that part which is determined by substitution, i.e. by a change in the ratio of factor inputs. 7 The difference between the increase in real wages and the 126 "employment-neutral" advance in productivity is frequently described as the "real wage gap". This is taken as a measure of whether or not the level of real wages in an economy is compatible with full employment. 8
Differences in Developments
Measured in terms of the "real wage gap", only a slight degree of wage cost pressure developed in the USA during the 1970's and early 1980's, even though the overall "employment-neutral" productivity advance was only a modest one, the reason being that real wages also rose only slightly. In the EC countries on the other 5 It is impossible to go into more detail here regarding the persisting discussion on the influences of wages on employment. 6 Real wages are defined here as gross income from non-independent work per employee, or per employee-hour, adjusted for inflation using the gross domestic product price index.
7 On the procedure used in separating these elements and the problems which occur with it, cf. Eckhardt W o h I e r s, ass. EMPLOYMENT hand -and in Japan too -wage cost pressure was noticeably greater given that in the first half of the 1970's in particular (primarily in the wake of the first oil crisis) real wage increases were distinctly above the "employment-neutral" gain in productivity (cf. Figure 2) . In the years which followed it did not prove possible to correct these adverse movements, which remained as a mortgage to be paid back by the labour market.
The differences in real wage movements also made themselves apparent in the trends in relative factor prices, although this can only be empirically established in approximate terms. In the 1973-83 period, relative factor prices in the USA remained virtually unchanged; in the EC countries and Japan, on the other hand, labour went up in price relative to capital. This also largely explains the differences in the extent of capital intensification. In the USA with its modest real wage growth, pressure to rationalise and intensify the use of capital was only slight relative to the other countries. Hence as far as real wage developments are concerned conditions in the USAwere, all in all, more favourable for employment than they were in the other countries.
One important reason for the differences in real wage developments may well lie in the fact that in the USAand to some extent in Japan -nominal wages only adapted to shocks pushing up consumer prices which resulted from monetary policies or international economic influences after a certain amount of delay, and then did not absorb those shocks in full ("nominal wage inertia"); such influences, then, were also reflected in Rise in real wages less "employment-neutral" advance in productivity S o u r c e s : Own calculations using data from OECD and EUROSTAT as well as national statistics real wage levels. In the EC countries, on the other hand, nominal wages reacted relatively flexibly to shocks of this kind, in the 1970's at least, meaning that feedback effects upon real wages largely failed to occur ("real wage inertia"). 9 Variations in the adaptation of nominal wages can be attributed both to differences in the process of establishing wages, in the nature and duration of agreements on working conditions and the influence of the trade unions, and also to differences in wages policy. There are a number of grounds for asserting that the American trade unions -but probably also those in Japan -have taken much greater account of the necessities of employment policy than have their counterparts in Europe.
Wage Structures
The level of wages in the economy as a whole is an average value which can involve various wage structures. Even a high level of real wages can be compatible with the maintenance of employment if the wage structure backing it up is true to the market. If the latter is not the case, then even a low level of real wages is still not a sufficient condition for a high level of employment. Wage structures, therefore, are also of major significance for the employment situation. the only development which did show through was that in France and Italy, to varying degrees, there was some tendency towards wage levelling. However, the near stability of wage structures in the USA must be viewed differently from that in West Germany. For the necessity for the wage structure to adapt as a result of changing domestic and international conditions was, in the 1970's at least, less in the USA than in West Germany. One immediate reason for this was the lesser proportion of the US economy involved in foreign trade together with the dollar's depreciation in real terms while the Deutsche Mark was appreciating in real terms. The differences in real wage movements between the two countries also brought with them differing requirements to adapt.
One can only make presumptions as to the greater span in the USA's wage structure having done better justice to the demands of maintaining employment than West Germany's relatively narrow "spread". However, the greater differential in the USA between wages in industry and those in the service sector quite obviously was beneficial in creating new jobs; this at any rate is what the distinct employment increase in the American service sector implies. There are strong indications, then, that the American wage structure was more compatible on the whole with maintaining employment than the West German structure. Whether this also applies to the other EC countries cannot be established with a sufficient degree of certainty due to lack of statistical material. Comparison with Japan is not very meaningful because of the peculiarities of the Japanese employment and remuneration system.
Labour Market Flexibility
An efficient labour market which properly lives up to its guiding and coordinating function can only exist if it is flexible to a high degree. This flexibility is governed by a number of factors such as the regional and occupational mobility of employees, the mobility and "labour market behaviour" of employing companies, but also to a great extent by the overall legislative and political framework and by the influence the state exerts via its labour market policy. A comparison of labour market flexibility in the individual countries concerned therefore needs to take account of a multitude of different factors. Not only this poses difficulties for analysis, but also the fact that indicators of labour-market flexibility are few and far between, and are frequently not comparable.
What information is available does suggest the conclusion that the flexibility of the labour market in the USA between 1973 and 1983 was markedly higher than 128 in the EC countries; here again Japan represents a special case, which makes an attempt at direct comparison appear relatively fruitless. One indicator of flexibility is the degree of reglementation and state intervention, and this was significantly lower in the USA. Also, the average duration of unemployment was markedly shorter in the USA than in the EC countries. 1~ The trend in dismissals or redundancies and the trend in new recruitment were both slightly upward in the USA, whereas in the EC countries they were clearly downward; this also indicates substantial differences in labour market flexibility. Given that the termination of working relationships in the USA is a relatively simple matter, the tendency to take on new staff was also persistently high. In the EC countries, on the other hand, the increased difficulties in dismissing employees or making them redundant and the costs associated with this have noticeably subdued the willingness to recruit labour. Another phenomenon suggesting that American employees are more mobile than their European counterparts is the briskness of personnel moves from company to company.
Policy Implementation and the Legislative Framework
In the industrial countries, a high level of employment is, with a greater or lesser amount of expressed intent, a central goal of economic policy in general and direct policy implementation in particular. For the greater part of the 1973 to 1983 period, the orientation of such policy implementation was similarly Keynesian in all the countries under review. The deviations in policy implementation which did become apparentespecially towards the end of the period -are hardly enough to explain the unfavourable movements in employment and unemployment in the EC countries relative to the USA and Japan.
In contrast to this, overall legislative conditions with their different ways of influencing market forces' coordination of supply and demand on goods and factor markets in the different countries obviously had an important part to play. A by no means minor testimony to a fundamentally positive relationship between competition and employment is provided by the processes which came into play when a number of spheres in the US economy were deregulated. When competition was intensified and user prices were reduced in the road freight and airline businesses, a dynamic process emerged which tended to create new jobs.
More significant than this, however, were deviations notably in the fields of labour law and regulations on social rights. These make themselves felt in the cost of labour as a factor of production, partly directly and partly indirectly, i.e. via an associated restriction of a company's flexibility in adapting its deployment of labour to suit changing operating conditions. Thus the more limited individual protection enjoyed by employees in the USA -especially against dismissal and redundancyclearly increased companies' readiness to take on new staff, whereas the high direct and indirect costs associated with dismissal and redundancy in the EC countries dampened the willingness to recruit labour.
Illustrations of the effect of a wide variety of individual factors are inadequate in characterising the influence deviations in the overall political and legislative framework may have had on employment trends in the USA, Japan and the EC. What is evidently of more concern in this context is the overall combination of causes and effects which, on a country-by-country basis, is primarily reflected in differing propensities to accept market processes and the consequences they bring for goods markets and especially for factor markets. It is possible that one reason why efforts to "adjust" these forces in favour of the factor of production labour-even if this is detrimental to its competitiveness relative to the factor capital -have been more limited in the USA and Japan is that they have not experienced any long period of labour shortage, as was the case in Europe in the 1960's.
Japan: a Special Case
In several respects, Japan represents a special case. For one thing, between 1973 and 1983 an increase in employment went hand-in-hand with substantial rises in real wages. This should certainly also be viewed in the context of Japan's growth rate still being almost twice as high as in the other countries. One possible explanation, however, also lies in the level of wage costs. At the beginning of the 1970's, this was considerably lower than in the other countries and the strong increase in wages has done no more than to detectably narrow this gap, even after exchange rate movements are taken into account. 11 Also the substantial wage increases in Japan must be judged differently from those in the EC countries because of the different system of remuneration. Earnings represent a combination of a basic wage and a bonus; this bonus system allows lo However, the American practice of laying off workers for set periods in response to temporary declines in sales -in West Germany short-time working would be introduced in such a situation -as well as "on-the-job training" both played a part in this.
11 Cf. Angelika E r n s t : Das japanische Besch&ftigungssystem -Auswirkungen auf die internationale Wettbewerbsf~higkeit, in: IfoSchnelldienst, Nos. 26-27/1985, p. 27 ft.
INTERECONOMICS, May/June 1986 circumstances specific to one particular company to be accounted for.
However, the Japanese employment system is also an important factor in itself. Even when wage cost pressure is high, the system of life-long employment and the company's social obligation towards its employees represent an effective brake on dismissals or redundancies. However, as a "quid pro quo" a great degree of flexibility within the company is demanded of the employees. In the years following the first oil crisis, rigorous use was made of this principle as efforts were directed towards adapting to the changed economic environment. However, a substantial portion of the burden of adaptation was also shunted on to suppliers, sub-contractors etc., and hence on to the "secondary" labour market. Even in these less "privileged" areas, though, redundancies are generally regarded as a last resort. Thus initial recourse is frequently taken to other means such as short-time working or temporary layoffs, in which case the employee is still not treated as being unemployed.
Summary
This brief outline demonstrates that, between 1973 and 1983, there were differences between the USA, I Japan and the EC countries with regard to a number of employment determinants. This is especially true of trends in labour costs, wage structures and the flexibility of the labour markets; in all these spheres, an important part was also played by differences in the overall political and legislative framework. No single factor was crucial in bringing about the differences in employment trends; they stem from the combined effect of many factors. It is thus also difficult to estimate the importance of individual factors within this overall picture; as the case of Japan illustrates, it is quite likely that the relative weightings were not always the same in the individual countries concerned because each has its own peculiarities.
All in all, the American employment system has obviously proved to be more efficient than that of the EC countries in tackling the employment problem, not least the problem of integrating the large numbers of new candidates for work streaming on to the market. The same applies -under special conditions which are neither comparable with EC countries nor with the USA -to the Japanese employment system. The case of the USA also shows that merely moderate economic growth does not necessarily lead -as is often claimed in West Germany -to a stagnation, or indeed decline, in employment. Evidently, this is only the case if other conditions are simultaneously unfavourable to employment.
